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PART A: MULTIPLE CHOICE QUESTIONS 


Answer ALL TWENTY (20) questions in PART A. 

Select the choice that is most appropriate and CIRCLE on the MULTIPLE CHOICE 
ANSWER SHEET (on the last page of this exam paper). Answers not shown on 
Multiple Choice Answer Sheet will not be marked. 

Each question carries 2 marks. (20 questions x 2 marks each = 40 marks) 


. The sum of all wage, interest, and indirect tax payments made by firms, plus the firms’ 


profits, yields gross domestic product calculated according to: 
a. the income approach. 

b. the final goods approach. 

c. the individuals' income approach. 

d. the value-added approach. 


. The explanation for Okun's law (that a 1 percentage point decrease in the 


unemployment rate produces a greater proportionate increase in output) is that: 

a. much of the increase in output is forthcoming from workers who had been 
employed but partially idle. 

b. output rises in response to the payment of efficiency wages. 

c. the law of diminishing returns has been repealed. 

d. as employment rises, particularly productive workers are hired. 


. Suppose that the aggregate labour supply curve is vertical. If the aggregate labour 


demand curve shifts to the right: 

a. the real wage rises and employment remain unchanged. 
b. the real wage falls and employment rises. 

c. the real wage rises and employment rises. 

d. the real wage falls and employment remain unchanged. 


. Inflation is much more of a problem when it is: 


a. nota surprise. 

b. less than 100 per cent per year. 
c. unanticipated. 

d. more than 100 per cent per year. 


. Deflation has the ability to produce all of the following economic realities except: 


a. increased variability in relative price behaviour. 

b. increased uncertainty when average prices are falling. 

c. increased risk of banking and financial crises. 

d. decreased ability to maintain living standards on a fixed nominal income. 


. Effects of a balanced budget increase in government spending include all of the 


following except: 

a. raising the real interest rate. 

b. changing the composition between private and public spending. 
c. changing the way GDP is divided among sectors of the economy. 
d. changing the size of the total output of the nation. 
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7. Inasmall open economy, an increase in the budget deficit: 


a. increases both the real rate of interest and foreign borrowing. 
b. increases foreign borrowing but leaves the real rate of interest unchanged. 
c. reduces both the real rate of interest and foreign borrowing. 
d. increases the real rate of interest but leaves foreign borrowing unchanged. 
8. In income expenditure analysis, equilibrium occurs when: 
a. aggregate expenditures = national output = national income. 
b. aggregate expenditures = consumption + investment + government spending + 
net exports. 
Cc. gross domestic product = national income. 
d. gross national product = net national product. 
9. In income expenditure analysis, if total inventories equal planned inventories: 
a. aggregate expenditures exceed national output. 
b. the economy is below its equilibrium output. 
Cc. aggregate expenditures are less than national output. 
d. aggregate expenditures equal national output. 
10.A monetary policy rule: 
a. prescribes the manner in which the RBA should respond to changes in the 
economy. 
b. describes how the RBA responds to changes in the economy. 
c. explains how the money supply should be changed in order to keep inflation under 
control. 
d. describes how the RBA changes inflation when interest rates get out of hand. 
11.Which of the following will not shift the ADI curve? 
a. An increase in potential output. 
b. An increase in taxes. 
c. Achange in the RBA's monetary policy. 
d. An increase in net exports. 
12.When banks borrow reserves directly from the RBA, the interest rate they pay is 
called the: 
a. real interest rate. 
b. cash rate. 
c. banker's rate. 
d. prime rate. 
13.When the RBA sells bonds to a government securities dealer, banks find that they 
have reserves; that the cash rate has ; and that they can now make 
loans. 
a. more; fallen; fewer 
b. fewer; fallen; fewer 
Cc. more; risen; more 
d. fewer; risen; fewer 
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14.Which of the following would generate an increase in the value of the Australian 
dollar? 
a. A decrease in the demand for Australian dollars. 
b. A decrease in the supply of Australian dollars. 
c. A decrease in the demand for Australian exports. 
d. A decrease in foreign tourism in Australia. 


15.Assuming no income effects, under which of the following situations would workers 
voluntarily supply more labour? 
a. Wages rise by 10 per cent; prices rise by 15 per cent. 
b. Wages rise by 10 per cent; prices rise by 10 per cent. 
c. Wages remain unchanged; prices rise by 5 per cent. 
d. Wages rise by 10 per cent; prices rise by 5 per cent. 


16.Which of the following would not cause the monetary policy rule linking nominal 
interest rates and inflation to each other to shift? 
a. Acontractionary fiscal policy. 
b. An increase in inflation. 
c. An increase in income tax rates. 
d. Decreased autonomous consumption. 


17.|In order to prevent deflation from occurring from a decrease in aggregate demand, 
the RBA must interest rates in order to offset the negative GDP gap. A difficult 
task in this process is 
a. raise; raising nominal interest rates during an expansion 
b. lower; lowering nominal interest rates during an expansion 
c. not change; convincing Congress this is the correct action to take 
d. lower; estimating the equilibrium real rate of interest 


18.Other things being equal, in the short run, unemployment is associated 
with inflation, and output is associated with inflation. 
a. higher; higher; lower; lower 
b. higher; lower; higher; lower 


c. lower; higher; lower; higher 
d. higher; lower; lower; lower 


19.Which of the following explanations best explains why the short-run inflation 
adjustment curve (SRIA) has a positive slope? 
a. It represents an aggregate supply curve. 
b. As output expands unemployment rises placing downward pressure on prices. 
c. As output expands unemployment falls placing upward pressure on prices. 
d. Economists are divided on this point and the textbook author gets to decide. 


20.Which of the following statements about the consequences of budget deficits is not 
correct? 
a. Budget deficits reduce spending on capital stock acquisitions. 
b. Budget deficits provide no lasting benefits. 

Budget deficits cause interest rates to rise. 

Budget deficits cause capital inflows from abroad. 
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PART B: SHORT ESSAY QUESTIONS 


There are THREE (3) sections to this part. 
Answer ONE (1) short essay question from each section. 


Each short essay question carries 20 marks. 


Section A 


Using the full-employment model to explain the effects of a decrease in the female 
labour-force participation rate. In your response, discuss how such a change affects the 
labour, product and capital markets. For ease of exposition, assume that both the labour 
supply curve and the saving function are perfectly inelastic. 


OR 
Suppose the Australian government increases the baby bonus program by an amount of 
$500 million to assist young families. However, in order to keep its election promise of 
maintaining a balanced budget, the Australian government also cuts government 


spending by an amount of $500 million. Using the income-expenditure analysis to explain 
the effects on the macroeconomy of these changes. 


Section B 


Using the ADI-SRIA framework, show how the economy adjusts to a negative aggregate 
demand shock in the short run and in the long run. 


OR 
Compare and contrast the effectiveness of monetary policy under a fixed exchange rate 
regime. 
Section C 


What are the economic consequences of running a series of budget deficits for a small 
open economy? In your view, will budget deficits affect future generations? 


OR 


Should the central bank target inflation? Discuss the advantages and disadvantages of 
inflation targeting. 
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ANSWER SHEET FOR PART A 


Please CIRCLE clearly the correct answer. 


Question 1 eae ebe ece ede 
Question 2 eae ebe ece ede 
Question 3 eae ebe ece ede 
Question 4 eae ebe ece ede 
Question 5 eae ebe ece ede 
Question 6 eae ebe ece ede 
Question 7 eae ebe ece ede 
Question 8 eae ebe ece ede 
Question 9 eae ebe ece ede 
Question 10 eae ebe ece ede 
Question 11 eae ebe ece ede 
Question 12 eae ebe ece ede 
Question 13 eae ebe ece ede 
Question 14 eae ebe ece ede 
Question 15 eae ebe ece ede 
Question 16 eae ebe ece ede 
Question 17 eae ebe ece ede 
Question 18 eae ebe ece ede 
Question 19 eae ebe ece ede 
Question 20 eae ebe ece ede 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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